Eagle Point was not a terrible refinery but it could not compete indefinitely with a steady stream of gasoline imports from Europe added to a collapse of local demand and a consequent low utilization rate. Sunoco's decision to merge its three plants in the area into two is very specific to that micro region, however, and the next wave of idlings in the North East will likely have to take the form of one-time hits with limited operational recoup by the companies involved. Above we point to certain refineries in PADDs I & III that we believe could face pressure through the Dark Ages, irrespective of size and financial backing from their parents. This is a subjective list and is by no means exhaustive, and companies may well be able to sell their troubled refineries to other players who may then be able to make them more efficient.
However, the bottom line is that being above-average size and being of medium complexity, and having financial strength do not by themselves mean that a refinery will survive the Dark Ages.
California and the U.S. West Coast (PADD V) is highly diverse in terms of its refining base and generalizations are difficult. PADD V is not a merchant refining center like the North East and Gulf Coast regions. Seabound imports to the West Coast are expensive and there can be considerable logistical difficulty in landing, storing, and distributing imported product.
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Nevertheless, while PADD V has traditionally been relatively balanced in demand and supply terms, the recent sharp fall in demand may leave some of the smaller regional plants exposed.
The table below provides a breakdown of 'small' refining capacity in PADD V, distinguishing between the refineries of Pacific Northwest and the Southern California. Finally, note that while mergers and acquisitions may be logical from a business point of view, California's very strict anti-trust laws may render the point moot by forbidding future business combinations.
The Midwest and Plains States (PADD II) has some small refineries competing against larger and more complex plants. The average crude capacity for a small refinery in PADD II is 41.6 KBD compared to an average of 140.3 KBD for all refineries. However, the region is a net importer of refined product and this renders PADD II less vulnerable to specific plant closures, though not totally immune given the existence of product pipelines into the region.
Some small plants serve nice markets in PADD II, but some of the region's small refineries are potentially vulnerable in the current environment, particularly those on the eastern edge of the district where product incursion from PADD I (East Coast) is possible.
The Rocky Mountain region (PADD IV) enjoys the greatest degree of natural protection in the US, but even here there is likely to be some realignment in the refining base given the above-average number of small, low-complexity refineries. 
Bottom line, some small refineries look vulnerable
We are referring to all refineries with capacity below 75 KBD as 'small' refineries.
As can be seen in the As observed from the table above, each US PADD has unique characteristics which influence the ongoing viability of its refining base, in particular the small refineries. For example in PADD IV while most of the refineries are small they are relatively complex and they often serve very insulated local markets. These refineries will likely find a way to survive, unlike many similarly sized refineries in PADD III for example.
Half of small refineries may be vulnerable: 920 KBD
Forward looking regulatory CapEx details are not readily available for most refiners, and it is difficult to make an informed judgment on which are vulnerable to closure. If we assume that half of these 'small' refineries will not be able to meet the ongoing regulatory requirements highlighted below then we would see up to 920 KBD of capacity removed from the system.
In practice the number is likely to be less than this, as some apparently vulnerable refiners will find their way into compliance via mergers with nearby plants, such as seen in HOC's recent deal to acquire the Sinclair refinery in Tulsa.
We see potential for similar deals within geographic small refinery clusters including those at Salt Lake City (UT), Woods Cross (UT), Bakersfield (CA), Billings (MT), and Kapolei (HI).
Small refiners which have already made the investments to comply with upcoming regulations are likely to find themselves in a significantly advantaged position as meager operating cashflows and ongoing balance sheet pressures force rivals to close or merge.
Regulatory requirements on the horizon
The refining business world-wide is subject to recurring government requirements to improve fuel quality, generally through removing impurities and contaminants. The cost of compliance with these rules can be daunting, and it is often the impending capital expenditure required to meet a new regulation that forces refineries to merge, convert to terminals or to shut down entirely.
Below we have highlighted some ongoing US regulatory requirements that are likely to cause trouble for some refineries in the coming 24 months. This is particularly true for smaller refineries that have so far been able to put off full spending for compliance via exemptions or deferrals.
Ultra Low Sulfur Gasoline (ULSG)
In 2000 Small refiners* were granted an extension through 2010 on the interim gasoline sulfur requirements so long as all on-highway diesel produced by the refinery met ultra low sulfur standards on June 1, 2006.
Ultra Low Sulfur Diesel (ULSD)
In January 2001, the EPA issued rules requiring refiners to reduce the sulfur content in onhighway diesel to a maximum of 15 ppm. The rules required 80 percent of highway diesel to meet the new standard by June 2006, and for 100% of highway diesel to be at the 15 ppm standard by June 2010.
Additionally, the EPA's June 2004 rules require refiners to reduce the sulfur content in offroad diesel in progressive steps so that by June 2014 all US diesel meets the 15 ppm standard.
Small refiners* are eligible to claim exemptions under the following. A refiner can choose both options 1 and 2, however, option 3 is exclusive:
(1) 500 ppm option: Continue to produce current highway diesel (< 500 ppm sulfur) until May 31, 2010 (four additional years) without needing to buy credits if it can reasonably ensure the existence of sufficient volumes of 15 ppm sulfur cap highway diesel fuel in the marketing area(s) that it serves (2) Credit option: Generate and sell credits if it produces any 15 ppm sulfur cap highway diesel fuel prior to June 1, 2010. No need to keep any of these credits for its own use (3) Diesel/gasoline compliance date option: Extend the interim Tier 2/gasoline sulfur requirements through 2010 if it produced all of its highway diesel (with a minimum volume that is at least 85% of its 1998 -1999 annual average volume) at 15 ppm sulfur cap beginning at June 1, 2006 7
Mobile Source Air Toxics (MSAT)
In February 2007, the EPA issued rules on Mobile Source Air Toxics (MSAT2) containing a two-step approach to reducing the benzene content of gasoline. Under the ruling, refiners are required by January 1, 2011 to reduce the average benzene content in gasoline to 0.62% with averaging, banking and trading. Small refiners* are exempted through January 1, 2015. The average benzene content applies to a refiner's total gasoline pool (conventional, RFG, RBOB, CBOB) and is averaged over a calendar year.
Further, refiners are required to reduce the physical average benzene content to a hard maximum 1.3% by July 1, 2012 i.e. this level may not be exceeded through the use of credits. Small refiners* are exempted through July 1, 2016.
*Per the EPA definition: small refiners employ no more than 1,500 employees and have a corporate crude oil capacity less than or equal to 155,000 bpd
Small refineries-two recent case studies Holly's acquisition of the Sinclair Tulsa refinery
Holly's recently announced acquisition of Sinclair's 75 KBD refinery illustrates the fate that may await those smaller refineries located near other refineries.
The deal, announced Oct. 20, 2009, effectively combines HOC's existing Tulsa plant (recently acquired from SUN) with the almost adjacent Sinclair plant. HOC is taking 160 KBD of headline separate capacity and will run it as a 125 KBD integrated plant with a higher Nelson Complexity. This merger will allow HOC to avoid an estimated $125mn in regulatory capex between the two facilities.
The existing Sinclair refinery produces 100% ULSD and already meets EPA low sulfur gasoline specifications on all grades. After integration Holly will pipe higher sulfur diesel to the Sinclair facility and run it through spare capacity in the hydrotreater, thereby eliminating the need to build more desulphurization at the Holly refinery.
The Sinclair refinery is also already compliant with the forthcoming benzene (MSAT) standards, which will allow Holly to reduce its estimated MSAT expenditure to $15mn from $30mn.
For more details on this transaction please see our report from Oct 20 th 2009 entitled 'Strengthening the Tulsa Foothold'.
The deal between the two adjacent refineries in Tulsa may appear to be very site specific, but there are other parts of the country where something similar can and probably should happen.
Western Refining to consolidate its Four Corners (NM) refineries
WNR announced in its 3Q09 earnings press release earlier this week that it will idle its 19 KBD Bloomfield refinery and consolidate operations into its 26 KBD Gallup refinery. The main aim is to reduce operating costs by approximately $25mn per year beginning in 1Q10.
The company had been running both refineries at a combined utilization rate of approximately 57%. After closing Bloomfield, WNR plans to run the 26 KBD Gallup refinery at close to full capacity, significantly improving the operating economics.
With pending environmental CapEx on the horizon at both refineries, mostly for MSAT compliance, WNR's move was becoming inevitable given the pressure on cashflow and WNR's high debt burden. 
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